
 
State of Delaware 

 

Public Service Commission 

861 Silver Lake Blvd. 

Cannon Building, Suite 100 

Dover, Delaware  19904 

 

November 14, 2017 

TO:   The Chair and Members of the Commission   

FROM: Jason R. Smith, Public Utility Analyst  

SUBJECT: IN THE MATTER OF THE APPLICATION OF CHESAPEAKE UTILITIES CORPORATION 
FOR APPROVAL TO EXTEND THE COST RECOVERY PERIOD UNDER ITS 
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Background 
 

       On October 10, 2017, Chesapeake Utilities Corporation (“Chesapeake” or “Company”) 
filed a request (the “Application”) with the Delaware Public Service Commission (the 
“Commission”) to extend the cost recovery period under the Temporary Gas Storage Tank 
Program (the “Program”) pursuant to Commission Order No. 8982 as established during the 
Company’s most recent base rate case.1 

 Essentially, the Company’s Program allows it to provide its customer(s) with temporary 
propane or compressed natural gas service until the construction of new natural gas main to 
serve the customer is complete.  The Company is permitted to recover costs associated with a 
project, including the cost of temporary storage tanks and gas appliance conversions, provided 
that the project meets the economic test outlined in Section VI – Service Installations and Main 
Extensions of the Company’s Tariff.2  The economic test, or Internal Rate of Return Model 
(“IRRM”), is intended to confirm that the anticipated revenues from the project will exceed the 
overall cost of the project, ensuring that existing customers are not subsidizing a particular 
project.   

 As agreed upon by the Parties during PSC Docket No. 15-1734, for projects that utilize 
temporary propane storage tanks, the Company must complete its connection to a natural gas 
main within 12 months from the initial placement of the temporary tank.  The Company is 

                                                            
1 Chesapeake’s most recent base rate case was PSC Docket No. 15-1734.  Order No. 8982 adopted by the 
Commission on December 20, 2016, accepted the Report and Recommendations of the Hearing Examiner as well 
as the Proposed Settlement Agreement in this matter. 
2 See Sheet No. 12 thru 12.4 of the Company’s Delaware Division Tariff. 
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permitted to petition the Commission for an additional 6 month extension should it believe that 
it will experience a delay in completion that is not reasonably foreseeable and beyond its 
control.    

 The specific language outlined in Paragraph 22 of the Proposed Settlement Agreement 
approved in PSC Order No. 8982 (December 20, 2016) is as follows: 

The Company may implement the Temporary Gas Storage Tank Program 
with the following modifications to cost recovery.  When the temporary 
service provided is propane service, after 12 months from placement of 
the tank(s) for a property, if natural gas service is not provided by 
Chesapeake, then no costs from the temporary tank program/service for 
the subject project may be capitalized for ratemaking purposes or 
recovered in rates.  The Company may, however, petition the 
Commission for an extension of the twelve months occurs for reasons not 
reasonably foreseeable and beyond the control of the Company.  No such 
extension of time will exceed six months.  Recoverable costs under the 
program include behind-the-meter conversion costs, provided such costs 
are incurred within the time limits described herein.  The Company will 
record its costs under this program as a deferred cost and will amortize it 
as expense over thirty years, with its rate of return applied to the 
unamortized portion.  

 
 
Application 
 
 The Company’s Application specifically requests an extension from 12 months to 
18 months for its Peninsula Lakes subdivision project located east of Millsboro, 
Delaware.  The Company provides two reasons for its request of an extension. 
 

1. Timing & Construction Restrictions 
 

The Commission approved the Program on December 20, 2016.  
Construction of the natural gas approach main for Peninsula Lakes 
requires construction along a portion of Route 24 (John J. Williams 
Highway).  This is a heavily traveled route to Delaware’s beaches; as a 
result, the Delaware Department of Transportation (“DelDOT”) imposes 
construction restrictions along Route 24 between May 1st and October 1st 
of each year.  The Company maintains that it had not been able to 
complete its permitting, design, and construction process prior to the 
May 1st DelDOT deadline.3 

 
 

                                                            
3 See Application at Paragraph 4. 
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2. Unforeseen Additional Roadwork 
  

The Company states that after the project design phase of this 
project was underway it was discovered that the majority of the right-of-
way along the project’s route is located under the shoulder of the road.  
Typically the right-of-way is located next to the road.  Chesapeake states 
that additional time is needed to account for the time that will be needed 
to remove and restore the roadway surface for the installation of natural 
gas pipeline. 4 

 
The Company states that the Peninsula Lakes project, including all approach and 

development main, is now on track to be completed by June 20, 2018 (with the 
roadwork on Route 24 to be completed prior to the May 1st deadline imposed by 
DelDOT).5   
 
Staff’s Review and Recommendation 
 
 Staff has performed a review of Chesapeake’s Application and on October 19, 
2017 sent an informal discovery request to the Company requesting the Company’s 
IRRM model related to the Peninsula Lakes project.  The Company provided this 
information to the Commission Staff and Division of the Public Advocate via electronic 
mail on October 27, 2017.6   
 

Staff has had an opportunity to review the IRRM model and verify the 
mathematical accuracy of the calculations provided.  As a result, Staff has determined 
that the IRRM model is accurate and continues to coincide with the Company’s tariff 
and IRRM model provisions on file with the Commission.  Despite delays and unforeseen 
construction, the Peninsula Lakes project continues to satisfy Chesapeake’s economic 
test, meaning that the anticipated revenues from the project continue to exceed the 
overall cost of the project.  This confirms to Staff that existing customers are not 
subsidizing the project.7    

 
Based on Staff’s review of the Company’s Application and applicable IRRM 

model, Staff respectfully recommends that the Commission grant the Company’s 
request to extend the recovery period from 12 months to 18 months (ending June 20, 
2018). 

                                                            
4 See Application at Paragraph 6. 
5 See Application at Paragraph 6.   
6 The Public Advocate filed his statutory notice of intervention on October 16, 2017. 
7 Staff did not oppose Chesapeake’s proposed Temporary Gas Storage Tank Program when it was proposed as a 
new service offering in PSC Docket No. 15-1734.  In that proceeding Staff believed the program was intended to 
increase the availability of natural gas service to customers that may not have otherwise had the option available 
to them on the basis that existing customers would not be subsidizing any costs associated with a particular 
project.  See Page 43, lines 11-13 of the Direct Testimony of Jerome D. Mierzwa dated August 24, 2016 (PSC Docket 
No. 15-1734).  


